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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


1984 1985 1986 
Projections 


Domestic Economy 
Population (millions) . ‘ 2.23 
GDP, current dollars* 7,200 
Per capita GDP » 34 sane 5,760 
GDP in local currency 
% change (-20) 
CPI % change 15 


Government Finance 
Revenue 4,453 3,300 
Expenditure 5,087 4,700 
Deficit 634 1,400 
Deficit as % of GDP Tee ‘ 19.4 


Balance of Payments 
Exports (F.0.B.) 4,420 3,400 
Imports (C.I.F.) 2,931 3,200 
Trade balance 1,489 200 
Current-account bal. 107 N/A 
Foreign debt (year end) 1,687 2,400 
Debt service paid 243 378 
Debt service owed 243 378 
Debt service as % of 
merchandise exports ao : aha 
Foreign exchange reserves* 1,594 1,183 
Average exchange rate for year 
(R.O. 0.3814 = U.S. $1.00) 


U.S.-Omani Trade 

U.S. exports to Oman (FAS) 168.2 160.5 150.0 

U.S. imports from Oman (CIF) 170.4 50.6 36.3 

Trade balance (-2.2) 109.9 $43.7 

U.S. % of Omani exports 3<% 1.9 Aad 

U.S. % of Omani imports 5.8 4.8 4.7 

U.S. economic aid 15 20 19.5 


Principal U.S. exports: Oi1 and gas field equipment; computers; 
aircraft parts 
Principal U.S. imports: Crude petroleum; fish 


Sources: Central Bank; Development Council (Quarterly Bulletins and 
Annual Reports) 


*Excluding SGRF; 1986 figure for end of September. 





Summary 


Like other oil producers, Oman had a difficult year in 1986 as it 
attempted to adjust to the impact of lower oil prices. Faced with 
capacity limitations and high marginal output costs, Oman was unable to 
continue its past strategy of using oil output increases to offset the 
revenue impact of price declines. Thus, 1986 oil earnings are likely to 
have amounted to no more than $2.7 billion, substantially down from a 
1985 high of $4.4 billion. After a boom year of 12 percent 
non-inflationary growth in 1985, GDP in 1986, which was expected to be a 
no-growth year, could be down by as much as 20 percent. 


The Government moved rapidly in January 1986 to protect its 
financial position. It devalued the rial by 10.1 percent to dampen 
import demand and to stretch the local currency purchasing power of its 
dollar-denominated oil earnings. It mandated a 10 percent cut in 1986's 
no-growth budget, bringing expenditures down to some $4.7 billion. 
Nonetheless, the year's estimated deficit of $1.4 billion is the largest 
in the series of shortfalls incurred by the Government in recent years. 
Firming oil prices and a further 10 to 15 percent spending cut could 
halve this deficit in 1987. Oman does have the ability to finance 
deficits of this magnitude. Its foreign debt is regarded as manageable, 
and its credit rating and reputation for competent financial management 
remain good. State General Reserve Fund assets can be used for 
additional deficit finance. Although it may continue to run a small 
trade surplus in 1986 and 1987, current account deficits appear likely in 
1986 and 1987 for the first time since 1978. 


Lower oil prices brought a rethinking of oil sector policies; 
ambitious expansion plans have been shelved. Cost savings will be the 
watchword. Planners promoting the diversification of Oman's economy are 
hoping that the downturn in trade and construction will stimulate Oman's 
private sector, which still possesses considerable capital, to undertake 
investment in agriculture, fishing and light industry. 


A reversal of the downturn in government spending will not come 
before 1988, and, given the key role of government outlays in stimulating 
the economy, business is likely to remain slow until then. Much will 
depend on how rapidly the Government is able to translate the new 
aggregate Five Year Plan (1986-90) spending target of $20.1 billion into 
a series of specific allocations that will allow firms to plan their 
activities in a climate of greater certainty than that of 1986. 


U.S. firms, although facing a smaller and highly competitive market, 
should be able to take advantage of the depreciation of the dollar to 
expand their share in Oman's cost-conscious market. Best business 
prospects include the oil sector, despite some cutbacks, as well as water 
resource development and conservation, security equipment and light 
industrial technology. 
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A. Current Economic Situation and Trends 
Economic Growth 


Oman's yet-to-be-published Third Five Year Plan (1986-90) was to 
witness a leveling-off in growth to an average of five percent per year 
from the high, oil fueled rates of 1970-85. Emphasis would shift from 
large infrastructure projects in the capital area to smaller-scale 
development in the rugged and remote interior. Key -- and difficult -- 
tasks facing the country included diversification of the economy away 
from its near-complete reliance on oil revenues, and development of 
indigenous manpower resources to decrease an almost equally heavy 
dependence on foreign labor. 


GDP grew by 12 percent in 1985 to nearly $10 billion. However, the 
sharp fall in oil prices in 1986 turned the anticipated leveling-off into 
a contraction which could amount to as much as a 20 percent drop in GDP 
for the year. Oil earnings, which account for 85 percent of government 
income, fell from a peak of $4.4 billion in 1985, to an estimated $2.7 
billion in 1986. The impact of the revenue drop on Oman's highly import 
dependent economy has been heightened by the substantial depreciation of 
the dollar-pegged rial, bringing an estimated 15 percent inflation to an 
economy which had known stable or falling prices for several years. The 
only prices headed downward were in real estate, where in some cases 
values declined by as much as 40-50 percent. 


February-August was a particularly difficult period. Government 
spending drives the economy, and with the government experiencing cash 
flow problems, little money was coming into the local market. 

Ministries, trying to implement a ten percent budget cut mandated in 
mid-January 1986 from the essentially no-growth budget published only a 
few weeks earlier, were having a hard time getting financial plans in 
order. Late January's surprise 10.1 devaluation, the first change in the 
currency's value since 1974, touched off fears of a second devaluation, 
and prompted considerable movement of funds outside the country, drying 
up liquidity in the banking system. Business activity was at a halt. 


The situation began to improve somewhat in late summer. The rise in 
the price of Omani crude from below $8/bl to $13-14/bl and its relative 
stability throughout the fall alleviated some of the Government's worst 
cash flow problems. At the same time, the Government appeared to have 
decided to draw on financial reserves to settle some of its outstanding 
accounts, thus easing some of the pressure on the local economy. 


A reversal of the downturn in government spending will not come 
before 1988. Further budget cuts of 10 to 15 percent are in the works, 
bringing spending down from an estimated $4.7 billion in 1986 to $4.0 - 
4.2 billion in 1987. Somewhat offsetting the dampening effects of 
further cuts is the fact that some 1986 outlays funded projects that had 
been committed, and in some cases largely completed, in 1985. The 1987 
budget should involve some new project starts. Thus, while an overnight 





ea 


recovery is not in the works, the business climate can improve if the 
Government effectively translates aggregate spending targets into a set 
of specific allocations that would allow firms to plan their activities 
in a climate of greater certainty than prevailed in 1986. 


In sum, if oil prices stay near their late 1986 levels, the worst of 
the downturn should be over, although with no substantial upturn in the 
making until 1988. Even then, the economy will not return to the boom 
levels of 1984-85. Another sharp drop in oil prices could plunge the 
economy back into the turmoil that characterized much of 1986. 


The immediate crisis and the uncertain oil price outlook put the 
planning process in limbo for much of 1986. By late November, though, 
planners had taken the first steps toward getting the process back on 
track by revising the five-year aggregate targets announced at the end of 
1985. Projecting an average oil price of $15/bl over the period, they 
anticipate total revenues of $17 billion against outlays of $20.1 
billion, some 14 percent below previously planned spending. While much 
has been said about the general goals of the Third Plan, there is as yet 
no detailed blueprint of projects to be undertaken in the next few 
years. Preliminary indications are that priority will be given to rural 
areas, particularly to improvement of health, education and other social 
services. The Sohar area, near Oman's northern border with the United 


Arab Emirates, appears likely to be singled out for an active development 
effort. 


Government Finance 


At the beginning of 1986, the government published a budget little 
changed in the aggregate from 1985's record levels of revenues and 
expenditures. Key features included a drop in defense/security outlays 
and in development expenditures from 1985 levels, and a lower rate of 
growth in the recurrent costs of running the government, a 
rapidly-growing item in recent years. With an ambitious oil sector 
development plan in the works, the budget provided for a significant rise 
in the government contribution to Petroleum Development Oman (PDO), in 
which the government holds a 60 percent share. 


The oil price drop undercut these projections. Although no revision 
to the budget was published when the 10 percent cut was mandated, and 
full-year data is not yet available, it is estimated that 1986 revenues 
did not amount to more than $3.3 billion, while expenditures reached 
nearly $4.7 billion. January-September data show that defense and 
security outlays ($1.3 billion) were running well above the 10 percent 
cut level -- not surprising in light of the substantial reductions 
already built into the original budget for these activities. With severe 
austerity measures, including substantial cuts in expatriate staff in 
many ministries, civil recurrent ($950 million) and capital outlays ($694 
million) more than met the 10 percent target. The projected deficit of 
$1.5 billion, the largest Oman has incurred, is being financed in part by 
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a $500 million commercial borrowing made in May 1986 on roughly the same 
favorable terms the government received in early 1985. Drawings from the 
State General Reserve Fund, which came to $510 million through September 
1986, were used to cover the balance. 


With oil prices of $14-15/bl, and a further expenditure cut of 10-15 
percent, the 1987 deficit could fall to $750 million, again to be 
financed by borrowing and a reserve draw. Despite the impact of the oil 
price drop, Oman's credit rating and reputation for competent financial 
management remain generally good, although it might find itself having to 
pay more for future borrowing than it has thus far. Total debt, 
estimated at $2.3-2.4 billion, is manageable. SGRF holdings are modest 
by Gulf standards. However, at somewhat over $2.7 billion, the size of 
the fund in late 1986 was slightly higher than it had been in January 
1986, despite the $510 million draw in the first nine months of the year, 
thanks to valuation gains. 


Foreign Trade and Payments 


Oil export earnings, heavy dependence on imports of services as well 
as goods, inflows of official capital and outflows of private capital are 
the major elements in Oman's international accounts. Despite a 13 
percent increase in merchandise imports to $3.1 billion, higher oil 
earnings of $4.6 billion, 93 percent of Oman's export receipts (the rest 
coming from fish, copper, agricultural preducts and re-exports), widened 
Oman's trade surplus to $1.5 billion in 1985. Although worker 
remittances ($945 million) and repatriated profits ($483 million) rose, 
Oman for the second year in a row ran a current account surplus of just 
under $115 million -- well below the record $1.5 billion of 1981. On the 
capital account, which brought a net inflow of $318 million, the 
Government used foreign funds -- grant aid, a syndicated loan, export 
credits and oil company investment -- to finance development. Almost 
exactly offsetting the balance in the current and official capital 
accounts were "errors and omissions" of $523 million, largely attributed 
to private capital outflows. These capital movements, high in 1983-85, 
reflect the limited capacity of the economy outside the oil sector to 
absorb the high profits from business activity in the boom years. 


Export earnings will probably came to $3.1 - 3.3 billion in 1986. 
This should leave Oman with its trade accounts still in surplus, although 
at a reduced level, assuming that the lower import volume linked to the 
economic downturn in large part offsets higher import prices brought by 
the devaluation of the rial and the depreciation of the rial and dollar. 
The current account will almost certainly be in deficit for the first 
time since 1978, even though worker remittances and corporate profit 
transfers are likely to be down from 1985 levels as a result of the 
Slower business climate and a drop in the expatriate work force from 
300,000 in late 1985 to some 225,000 a year later. Official capital 
inflows will continue, although grants and oil sector investments are 
likely to be smaller. A substantial outflow of private capital should 
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again register in the 1986 accounts, in large part because of concern 
about a possible second devaluation. Whether government reserves will 
show a decrease for the year will depend in large part on valuation 
adjustments to Oman's portfolio. The situation is likely to be similar 
in 1987. 


Petroleum 


Petroleum dominates Oman's economy, accounting for 93 percent of 
export earnings and 85 percent of government revenues. Although its 
share in GDP fell to 47 percent in 1985 from a high of 62 percent in 
1980, it continues to provide the underpinning for much of the activity 
in other sectors. 


Rising production since 1980 insulated Oman from the oil price 
weakness of the early 1980s. However, it could not offset the impact of 
the 1986 price drop. The system had reached its technical capacity at 
about 600,000 b/d; producing at this level would have raised production 
to only 20 percent over 1985 levels. Further, the economics of producing 
600,000 b/d began to look questionable as prices hit their summer lows. 
Thus, after raising output to near 600,000 b/d for a few weeks in August, 
Oman at the end of August announced a voluntary production cut of 50,000 
b/d, in support of OPEC's efforts, for average output of 550,000 b/d for 
the year. (Qman, not a member of OPEC, maintains that its membership in 
the Gulf Cooperation Council provides an adequate framework for such 
coordination on oil policy as it deems necessary). 


Lower oil prices brought a major rethinking of Oman's oil sector 
policies. As of early 1986, the goal was to raise output capacity to 
750,000 b/d, and plans for intensive and expensive field development 
efforts had been approved. Petroleum Development Oman (PDO) which 
produces 98 percent of Oman's oil, and which is owned 60 percent by the 
government, 35 percent by Royal Dutch Shell, and 2-1/2 percent each by 
Total and Partex, was at first exempted from budget cutting so that it 
could go ahead with the scheme. Plans have since been scaled back. 
Efforts will focus on development of Oman's larger fields, such as Yibal 
and Nimr, leaving the costlier exploitation of its many smaller fields 
for a time when prices are higher. Exploration aimed at increasing 
Oman's modest reserves of 4.2 billion bbl will continue, as will the 
search for unassociated natural gas, but even in these programs cost 
savings will be the watchword. Although output capacity is approaching 
650,000 b/d, production is likely to remain at 550,000 - 600,000 b/d over 
the next two to three years. 


Other concessionaires operating in Oman have reduced activities. 
Elf and Occidental, which together produce 10,000 b/d from separate 
concessions, have cut back development. Amoco, which met its drilling 
commitments by late 1985 without a commercial find, is in a holding 
pattern, as is BP, which had already been slow to proceed with 
exploration. Japex has made some recent finds, although not commercial, 
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and the Lundin Group has Oman's only offshore efforts underway near the 
Musandam Peninsula. 


Oman refines 50,000 b/d of oil for local use. Capacity is being 
expanded to 85,000 b/d, but plans for an export refinery have been 
shelved. Some 60 percent of its crude oil exports of 500,000 b/d goes to 
Japan, and an additional 30 percent to other Far Eastern destinations. 
U.S. purchases of Omani crude are negligible. 


Diversification 


The non-petroleum productive sectors -- agriculture, fishing, 
industry, mining -- contribute only 6.6 percent of Oman's GDP and 1.3 
percent of export earnings. The current recession provided graphic 
evidence of the abrupt economic shocks to which "one crop" economies are 
susceptible, heightening the government's interest in diversifying the 
economic base. Given Oman's limited resources, including manpower, 
policies promoting diversification are difficult to devise. To the 
Government's credit, viability is a major concern; it has no desire to 
use scarce funds for projects which cannot stand on their own. Planners 
hope that the downturn in construction and trade will prompt local 
entrepreneurs to make new types of investment, particularly in 
agriculture and light industry. However, an end to heavy reliance on the 
oil sector will not come soon. 


Agriculture and Fishing 


There are many similarities between the sectors. Both employ large 
numbers of Omanis, perhaps as much as 80 percent of the indigenous 
population. Much of their output is produced on a small scale, using 
traditional techniques, and in isolated areas with little access to 
markets. Policies toward the two have similar goals -- to make it easier 
and more profitable for those in these sectors to carry out their 
activities, and to do so without disrupting the social structure that has 
grown up around them. These objectives do not always coincide. To the 
farmer, the government supplies subsidized seed, fertilizer, and 
equipment, and to the fisherman boats, engines, nets, and traps. The 
Bank for Agriculture and Fisheries makes concessional loans. Technical 
assistance is available, but disseminating information and convincing 
farmers and fishermen to accept new techniques is difficult. Despite 
some progress in providing better market access and thus better prices 
for small producers, much remains to be done. 


The major difference between the sectors is that Oman's fisheries 
resources have enormous potential for development, while agriculture will 
always be subject to severe resource constraints. Recorded fish exports 
provided $25 million in revenue in 1985, supplemented by an informal but 
active trade with other Gulf states via small refrigerated trucks. The 
1985 catch was estimated at more than 100,000 thousand tons, a fraction 
of the available resource. Officials are concerned about exploitation of 
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fish stocks before complete data is available, and research aimed at 
defining the size of the resource is underway. It is not yet clear to 
what extent Oman is prepared to proceed with larger scale commercial 
fishing once studies are complete; what is certain is that such efforts 
are key to any significant expansion of the country's export base. 


Arable land is limited to approximately 83,000 hectres, about half 
of that in production. Lack of sufficient water resources is the 
greatest constraint on output, and inefficient use of existing supplies 
could jeopardize whatever agricultural future the country may have. 

Until water resources are fully assessed, and plans for more efficient 
use put into place, it is difficult to evaluate agricultural potential. 
However, even if productivity improves, success in this sector is not 
likely to go beyond maintaining self-sufficiency and some export capacity 
for traditional crops such as dates and limes, and attaining a higher 
level of import substitution for some fresh fruits and vegetables. 


Mining 


Sales of 15,000 metric tons of refined copper cathode from the mine 
and smelter at Sohar contributed $20 million to 1985 exports. Life of 
the reserves is estimated at 10-11 more years; efforts are underway to 
extend them further. Oman exports small quantities of chromite ore, and 
is in contact with various European firms regarding the viability of a 
refining operation. Oman also possesses gypsum, limestone, asbestos and 
marble. Budget problems have forced the government to defer many of the 


expenditures it had considered in this sector, and have prompted a 
greater interest in working with foreign investors to assess and develop 
mineral resources. 


Industry 


Lacking the proven natural gas reserves and large financial 
surpluses which were the basis for the development of energy and capital 
intensive industries elsewhere in the region, Oman has focused its 
attention on light industry. There are a few large enterprises in which 
the Government has whole or partial ownership, but emphasis has for the 
most part been on private sector initiative in the creation of small to 
medium sized enterprises aimed at import substitution. While wary of the 
costs of subsidization, the Government has implemented some measures to 
encourage industrial development and, in order to stimulate private 
sector activity in the current slow business climate, is considering 
more. Already available are concessional loans from the Oman Development 
Bank, exemption from import duty on inputs, temporary tariff protection 
when need is demonstrated, and the provision of feasibility studies for a 
number of products thought to have good potential. Measures under 
consideration include reduced charges for land, water and electricity. 
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B. Implications for the United States 


The United States, with a 5-6 percent market share in recent years, 
has consistently ranked behind Japan (20 percent) and the United Kingdom 
(16 percent), and roughly even with West Germany, in the Omani market. 
British and Mediterranean-based contractors dominate the construction 
market, while telecommunications has been the province of the Germans and 
Scandinavians. U.S. firms have done best in the oil sector, computer 
technology and franchising services. The April 1986 award of a major 
power station expansion contract to General Electric has raised hopes for 
more work in the power sector, as did the award of an Agency for 
International Development grant for a feasibility study for a power 
station in Manah in Oman's interior. 


U.S. firms faced in 1986 and will face again in 1987 a smaller and 
highly competitive market. Import volume in the first nine months of 
1986 was down 15 percent from 1985; imports will at best stagnate in 
1987. The proliferation of large infrastructure projects is over; at 
best one or two in power generation and water desalination are in the 
works. Nonetheless, there are factors at work that could expand the U.S. 
market share now and help firms position themselves for a later upturn. 
Exporters should be able to take advantage of the substantial 
depreciation of the dollar-pegged rial against the Yen and Deutschemark. 
Omani buyers have a sound respect for and a growing familiarity with 
American products and technology, and some seem prepared to move away 
from their traditional ties to seek new business relationships. Finally, 
local businessmen who made quick returns in trade, construction and real 
estate realize that these sectors are no longer a good bet, and are 
looking seriously for new business opportunities, particularly for 
investment in light industry and other productive sectors. Although many 
local companies fell on hard times in 1986, considerable sums of private 
capital exist to finance promising projects. 


Business Law and Investment Climate 


A company interested in doing sustained business in Oman must 
consider local representation. In most situations, Omani law requires 
foreign companies to enter into an agreement with a local 
representative. Moreover, this is a business as well as a legal 
necessity. Business success in Oman comes from assiduous cultivation of 
clients and close observation of local market developments. Tenders are 
often announced with little prior fanfare and short deadlines. 
Government projects sometimes begin suddenly as funds become available. 
A local agent or local office is needed to monitor and respond to 
business developments. A local contact is also needed to expedite the 
process of doing business. Despite the Government's interest in bringing 
business to Oman, its bureaucratic hurdles are sometimes daunting. A 
local contact facilitates the flow of paperwork and documents. 


In the coming years there is likely to be a growing preference, 
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whether formal or informal, for joint ventures over straight sponsorship 
arrangements. This is already reflected in the tax laws, which tax the 
profits of joint ventures at a lower rate than those of sponsorships. 


Oman, a free market economy with minimal government intervention, 
provides incentives to investors, but looks to the private sector to give 
the major impetus to investment in agriculture, fisheries, services and 
light industry. It welcomes foreign investment, particularly the 
technical expertise it brings and the training it can provide to Omani 
nationals. At the same time, the Government wishes to protect the 
interests of local entrepreneurs and to promote domestic investment. 
Therefore, Omani law provides that local investors hold at least a 51 
percent share in industrial enterprises, and higher proportions in 
agriculture and fishing. Although foreign investment is no longer 
permissible in some service sectors, licensing, management, franchising 
and other arrangements have allowed continuing foreign involvement, and 
numerous U.S. firms operate in Oman through one of these channels. 


Best Prospects 


Despite the cutback in development plans, the oil sector continues 
to offer some good business prospects. Oil sector supply firms which 
have not already done so should make themselves and their products known 
to Petroleum Development Oman, P.O. Box 81, Muscat, Oman, Telex 5212 
PETRO ON, and to Scallop Corporation, 1 Rockefeller Plaza, New York, 
N.Y., a subsidiary of Royal Dutch Shell which handles much of PDO's 
procurement of U.S. equipment. Firms interested in further details on 
PDO procurement policies should obtain a copy of the Embassy's report on 
this subject from the Department of Commerce's Oman desk. 


Water resource development and conservation are crucial areas. 
Commercial opportunities have thus far been related to water consumption, 
i.e., equipment for irrigation, pumping, storage and transportation, and 
such products will continue to be in demand. Given the increase in water 
use and the attendant problems of salt water intrusion and falling water 
tables, conservation equipment offers the greatest promise of increased 
sales in the future. Plans for implementation of waste water treatment 
and sewage projects have been slowed by budget problems, but work in 
these areas must inevitably be done, so medium-term prospects are good. 
The Agency for International Developemnt recently granted Oman a $14.5 
million loan in this sector under the auspices of the Omani-American 
Joint Commission, in which AID participates with the Government of Oman 
to carry out development initiatives. The loan will support the 
improvement of the Capital Area and Salalah water systems and related 
water studies. The project should increase the involvement of U.S. firms 


in this key sector. The Commission can be contacted at P.O. Box 6001, 
Muscat, Sultanate of Oman. 


A third area of interest is security equipment. While there is 
certainly a market for some highly sophisticated systems, suppliers 
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should not overlook the demand for inexpensive, easy to use and maintain 
products designed to enhance physical security. Examples of such items 
include products for strengthening glass, personal safes, security lights 
and motion detectors, and items for enhancing the effectiveness of walls 
and other barriers. 


Other areas with good market potential include energy conserving and 
maintenance reducing building materials, and light industrial 
technologies which are suitable for small to medium-sized enterprises and 
which require little labor input. 


Conclusion 


Oman will continue to remain heavily dependent on the import of 
goods and services for the foreseeable future. Thus, although the boom 
years are over, and short term prospects limited, the country offers good 
prospects for the medium term. The upturn in oil prices anticipated for 
the end of the decade will bring expanded business opportunities, since 
the country's development needs remain great. 


Businessmen visiting Oman are generally favorably impressed with the 
country's financial management and economic planning, with its stable and 
secure political climate, and with the graciousness and hospitality of 
the Omani people. 








